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C H A I W  VOLCKER. Gentlemen, we will have a bit of a rump 
session this morning. This is by no means meant to be any kind of 
decisionmaking session. I just wanted to bring you up to date a 
little. I expect to see you here [in Washington] for a meeting 
tomorrow. I am sorry for the uncertainty about the scheduling of the 
meeting, but a few things had to be put in place and there was some 
uncertainty about when they would be put in place. But I think we can 
go ahead tomorrow. The general issue, of course, is whether the 
present situation requires some monetary policy action and if so, what 
kind. The reason I think we should come together physically is that 
we really want to consider a change in operating technique of the kind 
that we have often discussed one way or another in the past. 

You will have very shortly, if you don‘t already, a 
memorandum that Steve Axilrod and Peter Sternlight prepared describing 
a possible approach that involves leaning more heavily on the 
aggregates in the period immediately ahead. [Secretary’s note: A copy 
of the memorandum is appended to this transcript.] And the complement 
of that is leaning less heavily on the federal funds rate in terms of 
immediate policy objectives. We have had some considerable discussion 
of that over the past couple of weeks here and that memorandum 
attempts to distill some of the thinking. I want to discuss tomorrow 
whether we want to adopt that approach, not as a permanent [decision] 
at this stage, but as an approach for between now and the end of the 
year, roughly, in any event. This will [involve] a series of 
decisions--whether we want to adopt that technique, and if so where we 
want the money supply path to be, what kind of broadened constraints 
we want around the federal funds rate, and so forth. I think those 
are the kinds of policy decisions we would have to focus on. 

Of course, there are other possible actions that could be 
taken that are more immediately under the purview of the Federal 
Reserve Board itself rather than the Federal Open Market Committee. 
Before getting any further reaction--and I don’t think we ought to 
have a long substantive discussion this morning by any means because 
that’s the purpose of the meeting tomorrow--it may be useful to review 
very briefly where we stand. [Let‘s hear] from Mr. Kichline on the 
economy, Mr. Axilrod on the monetary side, and Mr. Truman on the 
international side, with any comments that Mr. Pardee and Mr. 
Stemlight want to add on the immediate market situation. S o  let’s 
just take a few minutes to do that if we may. I’ll turn the floor 
over to Jim Kichline. 

m. KICHLINE. Recent information on the economy has tended 
to come in somewhat stronger than the staff had anticipated. This was 
indicated most clearly this morning with the information on the labor 
market situation in September. Employment increased significantly in 
September and the unemployment rate is reported to have dropped 0.2 
percentage point to 5.8 percent. 
some selected information on fiscal output, we would anticipate that 
industrial production probably rose about 1/2 percentage point in 
September. 

In light of this information and 

In other areas, the data also have generally tended to be a 
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bit stronger. For example, the new order figures and shipments data 
for August have been revised up substantially. One cautionary note 
relates to inventories where the most recently available information 
now suggests that inventories grew very strongly in August following, 
as you know, a very rapid increase in the preceding several months. 
Overall, our tentative thinking now is that real GNP in the third 
quarter probably increased around 1-1/2 percent at an annual rate-- 
about 3/4 percentage point more than we had anticipated at the August 
meeting of the Committee. We believe that part of the increase--in 
fact the major part--will disappear as we get into the fourth quarter 
[when we think] we will be seeing some inventory adjustments. So we 
have a little larger negative in the fourth quarter. That, of course, 
remains to be seen in terms of what actually transpires. I would say 
that overall the information on the near term is clearly stronger than 
we had anticipated. 

On the inflation side, it's hard to find good news. The new 
information obviously is the producer price index, and that shot up 
1.4 percent in September. The increases were widespread, but 
particularly difficult is the food situation where we had anticipated 
some relief. And given the large increases in food prices at the 
producer level, this should feed into consumer prices over the next 
several months. 

CHAIRMAN VOLCKER. Thank you, Jim. Let's just go to Steve 
and Ted and we [can] comment later. 

MR. AXILROD. Mr. Chairman, the aggregates are running high 
in the ranges that the Committee had set at the previous meeting on 
September 18. At that time, the Committee adopted an M1 range of 3 to 
8 percent and an M2 range of 6-1/2 to 10-1/2 percent for the period 
covering September to October. With data through October 3, our 
estimate is that M1 growth in that period will be 7-1/2 percent, very 
close to the upper end of the range, and that M2 growth will be 9.7 
percent, also close to the upper end of the range though not quite as 
close as is M1. 

With the money aggregates running strong and a rather 
considerable amount of churning and pressures in the foreign exchange 
markets, the federal funds rate has drifted up--I'm sure Peter will go 
into more detail on that--and along with that we've had some upward 
pressures on other short-term rates. In the long-term market, [yields 
on] high grade corporate issues have reached record levels for the 
year, rising on the order of around 11 basis points since the 
Committee meeting. They are at the point where in the latest week we 
estimate a new high grade corporate offering at very close to a 10.15 
percent yield, apparently reflecting the worsening of inflationary 
expectations as well as the fairly sizable calendar of such offerings 
in recent weeks, led particularly by the IBM offering of a billion 
dollars. 

Bank credit growth continues to be very strong. We had very 
large demands through the September tax date. I would guess that was 
because of strains on corporate liquidity positions and the need to 
finance large inventories while having to make large tax payments. 
But we have not seen an unwinding of that commensurate with the 
increases in that period, so for the month of September we think that 
bank credit is going to grow at about a 19 percent annual rate as 
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compared with 10 and 13 percent in the previous two months. And we 
estimate that business loans in September grew at around a 20 percent 
annual rate as compared with an average growth rate of 18 percent in 
the previous two months. So banks have been very actively searching 
out funds to finance these demands that they've been accommodating and 
we have had a resumption of fairly sizable CD expansion in recent 
weeks as well as continued large takings from the Euro-dollar market. 

CHAIRMAN VOLCKER. Mr. Truman 

MR. TRUMAN. Since the last meeting of the Committee, we have 
two pieces of information on the external side. One was the August 
trade data, which came in somewhat better than the staff had 
anticipated: the other was the full data on the second-quarter current 
account transactions, which showed higher net service receipts than we 
had anticipated. This has led us to adjust our outlook somewhat in a 
positive direction but not dramatically. The dollar is down about 2 
percent on average since the Committee meeting and down about the same 
against the mark. This week, however, the weighted average value of 
the dollar has risen about 3/4 percent and again about the same 
against the mark. The chief impetus to the dollar's appreciation has 
been the developing expectations among market agents that a new series 
of measures to support the dollar's value would be announced during or 
after this week's meetings in Belgrade. The price of gold, as you may 
know, has moved quite erratically--particularly this week. It rose to 
a high of $448 per ounce in New York but this morning it was fixed in 
London--the first fix--at $367.50. Rumors of stepped up official 
sales of gold in the future have been one of the factors contributing 
to the break in the price. 

CHAIRMAN VOLCKER. Mr. Sternlight and Mr. Pardee. 

MR. HOLMES. Yes, Peter is getting ready to come on. Paul, 
there is a rumor in the market that I think you ought to hear about. 

MR. STERNLIGHT. There has been word from our Desk--1 think 
these rumors actually started in the foreign exchange markets but a 
few of the domestic dealers have been calling us on this--about a 
rumor that Chairman Volcker has resigned. And this is having a 
downward effect on the securities market. 

CHAIRMAN VOLCKER. The answer is "not yet!" 

MR. COYNE. Peter, this is Joe Coyne. We Will be Saying 
"absolutely ridiculous. 

MR. STERNLIGHT. Steve reported on the aggregates and the 
interest rate changes. I just want to convey also the extent of 
apprehension and the expectancy in the market that something is being 
shaped up to deal with the current situation. AS far as the funds 
rate goes, as Steve mentioned there were upward pressures around the 
end of the quarter. We had trouble getting out all the reserves that 
we would have liked and we had the fed funds rate averaging 11.90 
percent in that week: on several days it was higher. We have still 
been aiming for 11-1/2 percent, but with an approach of being tolerant 
of rates somewhat above that and strongly resisting anything below 
that. Yesterday many people in the market were getting the idea that 
we were probably really aiming at something like 11-5/8 percent. And 
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in restating our approach today, we are making more acknowledgments of 
that in light of the background situation. We have been saying that 
we are aiming for about 11-1/2 percent or somewhat higher but if it 
got up to 11-3/4 percent we would continue to resist a rate as high as 
that. And now Scott Pardee has some comments. 

MR. PARDEE. Well, the exchange markets are currently very 
chaotic. The dollar is higher than it was early this week, largely 
because of supportive intervention by the Bundesbank and ourselves. 
But the number of rumors and the types of rumors that have emerged-- 
many of them are incredible and some are credible--have dominated the 
exchange market thinking over the whole week. The one that Chairman 
Volcker has resigned, with all the elaboration of the scenario under 
which he resigned, has been going around for the last 2 hours. I hope 
it is denied very quickly so that at least that rumor would be put to 
bed. But everyone is waiting for whatever the Federal Reserve is 
going to do this week, and basically the dollar has not moved very 
much in the last 2 or 3 days. 

CHAIRMAN VOLCKER. Let me summarize some of this by saying 
that late last week--actually beginning before then but particularly 
late last week and in the very early part of this week--these markets, 
by which I mean the gold market very obviously and the foreign 
exchange markets, were “depressed.” I guess that’s the right word. 
And the atmosphere was very nervous. I think that has been largely 
turned around by an expectation that there will be some action. The 
markets have recovered to a considerable degree on that expectation, 
but I‘m not sure that there is much else that accounts for [the 
turnaround] . 

The discussions abroad were very difficult in a number of 
respects. The feeling of confidence is not high, I should say, in a 
number of directions and that increases the difficulty of restoring a 
sense of stability. One of the alarming things earlier, to me at 
least, was the sensitivity and responsiveness of some of the commodity 
markets outside of gold and silver to what was going on. There were 
some very sharp increases in prices of copper and other metals at the 
end of last week and at the beginning of this week, a development that 
has since subsided somewhat with the improvement in the gold market 
and the exchange market. But, quite clearly, we are in a very 
sensitive period. 

S o  that is the background in which we will be meeting. Any 
comments that people at the other end of the telephone might want to 
add--or any questions--would be in order at this point. 

MR. BLACK. How is this memorandum coming to us? 

CHAIRMAN VOLCKER. By telegram or telex or whatever the 
normal method is, so far as I know. It’s on the wire. You should 
have it. 

MR. ROOS. May that wire be shared with our research people-- 
those cleared [to see FOMC material]? 

CHAIRMAN VOLCKER. I think it can be shared with one or two 
of them. I guess the message said one. 
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MR. ROOS. Our research director? 

CHAIRMAN VOLCKER. Yes, one. Now let me say in that 
connection that there are a lot of complications that can be 
introduced with this procedure and a lot of questions about precisely 
[howl it can be done. If we are going to go in that direction, I 
doubt if we are going to decide precisely all these things for all 
time. In fact, I‘m sure we‘re not. There’s going to have to be a 
certain amount of discretion permitted the Desk and I suppose myself 
in this, in conjunction with the people here who will have to make the 
estimates as to precisely how this will work in practice. I think 
that is a practical necessity if we are going to move in that 
direction at this time. So, I wouldn’t encourage you to come in with 
the idea that we can have a mechanical answer to all the questions 
that arise from operating in this manner. I think there would be a 
very definite change in procedure and approach but I don’t think we 
can identify every possibility that may arise by some mechanical rule 
at this stage. 

MR. BALLES. Steve, if you have the numbers ready there, how 
do the latest estimates we have on these different M’s compare to our 
long-term ranges? Are we at or above the upper ends in both cases? 

CHAIRMAN VOLCKER. That will be in the memorandum. Just 
roughly, the latest estimates are the estimates used at the last 
meeting which haven‘t changed substantially. Whatever you may think 
of their reliability, which is another question, the estimates 
themselves are barely within the ranges for the year. 

MR. BALLES. One other question, Paul. Without trying to 
probe into what the forward course of action might be that will be 
discussed and decided upon tomorrow, is there anything we should be 
prepared to do on very short notice after the meeting in terms of 
contacting our directors? 

CHAIRMAN VOLCKER. I don‘t know of anything at this stage and 
I don’t think you should worry about that at this point. I think 
there is a need to come in here as inconspicuously as possible. I 
believe you’ve been working with Murray Altmann and [others] so that 
you‘re at diverse hotels. I imagine you do know that the Pope is 
coming in [to Washington, D.C.], which may be good cover. It may not 
be. I‘m asking for a Papal blessing of this meeting. Murray suggests 
that we‘ll have a large cloak under which to put the meeting! I don’t 
know if there will be transportation difficulties--whether you are 
going to have any difficulty getting to this building in the morning. 
We don’t think so but there may be a certain amount of congestion and 
disturbance so if you’re anyplace close, you’ll probably want to walk. 

M R .  MAYO. Should we plan, Paul, for a meeting that lasts 
more than three hours? 

CHAIRMAN VOLCKER. Yes. I don’t know whether it will be 
necessary but I would [suggest that you] not commit yourself [to 
leaving by a certain time]. I would hope that we can finish in three 
hours but if you ask me whether that‘s a certainty, it is not. It’s 
about as good as the money supply figures; all this scheduling [is 
difficult]. Obviously we want to emphasize the fact that you should 
be as quiet as possible. I suspect you will get some inquiries as to 
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whether there is a meeting, so maybe you can make up a cover story f o r  
your people so that there isn't any knowledge of this meeting. If 
there are no other questions, I will see you in the morning at 9:30. 
Thank you. 

END OF SESSION 
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FNPl:  : l e s s r s .  A s i l r o d  and S t e r n l i g h t  SUBJECT: P r o p o s a l  fo r  r e s e r v e  
- 

a g g r e g a t e s  a s  g u i d e  
t o  open  marke t  
o p e r a t i o n s  

lhc.  r a t e  o f  i n f l a t i o n  c o n t i n u e s  u n a b a t e d  and  i n f l a t i o n a r y  p s y c h o l o g y  

seems more and r o r e  t o  be g e n e r a t i n g  s p e c u l a t i v e  p r e s s u r e s - - f o r  example ,  

i n  m a r k e t s  f o r  i o r e i g n  exchange ,  commodi t i e s ,  and b u l l i o n - - a n d  t o  be  

t h r e a t e n i n g  f u r t h e r  i n t e n s i f i c a t i o n  o f  wage-p r i ce  p r e s s u r e s  i n  l a b o r  

and p r o d u c t  m a r k e t s .  C o n t a i n c e n t  o f  i n f l a t i o n a r y  psycho logy  would work 

t o  3ve r t  :he d i s L o r t i o n s  i n  n 3 r k c t s  that c o u l d  s i g n i f i c a n t l y  worsen  t h e  

a d j u s t m e n t  i n  r e a l  economic a c t i v i t y  t h a t  a p p e a r s  u n d e r  way. 

.l'he r3:e o f  g roKth  i n  t h e  money s u p ~ l y  h a s  become t h e  most w i d e l y  

p u b l i c i z e d  i n d i c a t o r  o f  t h e  s t a n c e  o f  mone ta ry  p o l i c y .  R e c e n t l y ,  money 

c r o c t h  has  b e c n  q u i t e  r a p i d  a n d ,  i f  c o n t i n u e d ,  would r e s u l t  i n  f a i l u r e  b y  

t h e  FOHC t o  r lchievc i t s  mone ta ry  t a r g e t s  f o r  1979.  

I n  t h i s  izemorandum, w e  p r o p o s e  a r e s e r v e  t a r g e t i n g  p r o c e d u r e  t h a t  

x o u l d ,  iif b e l i e v e ,  p r o v i d e  g r e a t e r  a s s u r a n c e  t h a n  p r e s e n t  o p e r a t i n g  

t e c h n i q u e s  t h a t  t h e  FOblC will i n  f a c t  a c h i e v e  money s u p p l y  t a r g e t s  f o r  t h e  

one  y e a r  OIV ' 7 8  t o  Q I V  ' 7 9  p e r i o d  and e n t e r  1980 w i t h  money g rowth  on  

a m o r e  modera t e  t r a c k  t h a n  h a s  p r e v a i l e d  r e c e n t l y .  Announcement of such  

a s h i f t  i n  p r o c e d u r e  m a y  i t s e l f  have  a b e n e f i c i a l  c a l m i n g  e f f e c t  on 

i n f l a t i o n a r y  psycho logy .  However, t h e  c o n s i d e r a b l e  s l o w i n g  i n  mone ta ry  

growth r 3 t ~ s  f rom t h e i r  r c c c n t  pace  t h a t  t h e  p u b l i c  would e x p e c t  f rom 

announcement o f  s u c h  a s h i f t  i n  a p p r o a c h  would ,  o f  c o u r s e ,  h a v e  t o  b e  r a c h e r  

soon a c h i e v e d  i f  a n y  b e n e f i t s  from t h e  announcement  a r e  n o t  t o  b e  d i s s i p a t e d - -  

i f  indeed a n  announcement  i s  n o t  t o  b e  u l t i m a t e l y  c o u n t e r p r o d u c t i v e .  



I t  s i i n i i l d  31co be  s a i d  c n r l y  on t h a t  r e s e r v e  t a r g e t i n g  i s  n o t  

a s i v l c .  r i s k - f r ( . c  p i -ocedure  t h a t  c a n  q u i c k l y  s o l v e  m o n e t a r y  p o l i c y  

p r o b l e n s .  I t  d o c s  n o t  r e s o l v e  b a s i c  q u e s t i o n s  a b o u t  t h e  t a r g e t  r a t e  o f  

money s u p p l y  growth  t h a t  i s  i n  f a c t  a p p r o p r i a t e  t o  p a r t i c u l a r  e c o n o m i c  

c o n d i t i o n s .  i l o r c o v c r ,  once t he  C o n n i t t e e  i s  s a t i s f i e d  a b o u t  i t s  b a s i c  

p a t h  f o r  i h c  a r e s a t c s ,  t h e r e  a r e  s t i l l  p o t e n t i a l  s l i p p a g e s  b e t w e e n  

r e s e r v e s  and i h r  a g g r e g a t e s  t h a t  r e q u i r e  f l e x i b i l i t y  i n  o p e r a t i o n s - -  

a f l e x i b i l i t y  t h a t  ice h a v e  a t t e m p t e d  t o  a l l o w  f o r  i n  t h e  b a s i c  

d e s c r i p t i o n  o f  tile reserve t e c h n i q u e  t h a t  i s  g i v e n  i n  s u b s e q u e n t  

sections o i  t h i s  r . c a o r a n d u n .  1 - i n a l l y ,  102 do  n o t  b e l i e v e  t h e  C o r n i t t e e  

c a n  cnt i r f .1: :  igrio1-e c v c r g i n g  c r e d i t  and  s e c u r i t y  m a r k e t  c o n d i t i o n s ,  

o r  a t  t i n c s  e x c h a n g e  m a r k e t  c o n d i t i o n s ,  i n  r i g i d  p u r s u i t  o f  s h o r t - r u n  

r e s e r v e  t a r g e t s .  

I k h a v i o r  o f  r o n i i a r y  r l c , ~ r ~ ' ~ i i t c s  i n  r e l a t i o n  t o  t a r ~ e t s  

:%s m y  b e  seen  i n  t!le s e c o n d  c o l u r a  o f  t h e  t a b l e  b e l o w ,  g r o u t h  

i n  t!ie none). s u p p l y  a g g r e g a t e s  o v e r  t h e  f i r s t  t h r e e  q u a r t e r s  o f  t h i s  

y s a r  r c z 3 i n i . d  x i t h i n  the  I o n g e r - r u n  r a n g e s  s e t  by t h e  T0:X. However ,  

i n  t h c  p a s t  t v o  q u a r t e r s ,  a s  shown i n  t h e  t h i r d  and f o u r t h  c o l u m n s ,  r a t e s  

o f  g r o x t h  h a v e  b e e n  a c c e l e r a t i n g  a n d  h a v e  b e e n  a b o v e  t h e  l o n g e r - r u n  

r a n g e s ,  i ce11  ab0L.e most r e c e n t l y .  T h u s  t h e  a g g r e g a t e s  a r e  w i t h i n  the 

r a n g e s  b e c a u s e  o f  tiie v e r y  slow i n c r e a s e s  i n  t h e  f i r s t  q u a r t e r ,  and i n  

t h e  c a s e  o f  PI -1  ii d c c l i n e  a t  t h a t  t i m e .  Bank c r e d i t  g r o w t h  h a s  b e e n  

s t e a d i l y  a b o v e  i t s  l o n g e r - r u n  r a n g e  s i n c e  t h e  b e g i n n i n g  o f  t h e  y e a r .  



- 3 -  

:~c tu31  a n n u a l  r 3 t e s  o f  i n c r e a s e  

'i :I r f :  1' L 01" ' 7 8  Q u a r t e r l v  
w ;i 11:- ,. t o  0111 ' 7 9  Qlrr - 011 91. 

I: - 1 3 L O  6 -  5 .O 9 . 5  7 . 6  - 2 . 1  

> : - 2  5 LO 8 7 . 5  11.9 8.6 1.8  

%.I . .  - 3 h t o  9 7 .8  10 .3  7 .9  4.7 

E a n k  C r c d i t  7 5  t o  10'; 12.6 11 .6  1 1 . 2  13.6 

I /  

For i h c  .;:oiiey s u p p l y  a g g r e g a t c s  J S  a g roup  t o  b e  w i t h i n  t h e i r  

r:;!i:!c.< !;~: L ! I < ,  ti::.,: i i i <  ;yI,;~r i s  o v e r ,  a c o n s i d e r a b l e  slowing f r o m  t h e i r  r e c e n t  

p . 3 ~ ~  is : -~ .< i :x i rcc i .  ' i i i i .  i a l i i C ,  bclo;. sliows r a t e s  o f  g rowth  f o r  i h e  f o u r t h  

q u ~ r t e r  ( b o t h  on 3 q u a r t e r l y  a v e r a g e  and  month ly  b a s i s )  t h a t  a r e  c o n s i s t e n t  

x i t h  th-o a ? L e r n a t i v c  r a t e s  of gro-ith f o r  t h e  y e a r .  The l e f t - h a n d  pane l  

shoxs f o u r i l i  q u a r t e r  g r o u t h  r a t e s  c o n s i s t e n t  w i t h  a y e a r l y  i n c r e a s e  a t  

tile x i d p o i n t s  o f  t h e  l o n g c r - r u n  t a r g e t s .  The r i g h t - h a n d  p a n e l  shows 

f o u r t h  q u a r t e r  g r o ~ t l i  r a t e s  c o n s i s t e n t  w i t h  a y e a r l y  i n c r e a s e  i n  t h e  upper  

ii:!l f of t l i g ,  Icncrr-rur r a n g e s .  

1- u :: 1 I1 

Gro.xth f o r  
Y e a r  a t  

. I .  fi.jic:point 

o f  l ' i rqct  Q t r l y  S c p t .  t o  
1:jni.c * 9 C C .  

P!- 1 b . 5  ? .S  1.3 

>I -  2 6.5 3 . 2  1 .5  

F o u r t h  q u a r t e r  
j i r o v t h  

Growth f o r  
Year  i n  

U p p e r  l l a l f  
o f  T a r g e t  Q t r l y  S e p t .  t o  

Range &&- Dec. 

5 .3 5.9 4.6 

8.0 8.8 7.5 

:.:- 3 7 . 5  6 . 3  5 . 3  I 8.0 8.2 7 . 3  

- 1/ R e p r e s e n t s  t h e  15 t o  4 $  p e r c e n t  r a n g e  s p e c i f i e d  by  t h e  FO?.IC a d j u s t e d  
for t h e  q t a f f ' s  c i i r r c n t  e s t i m a t e  t h a t  ATS e f f e c t s  w i l l  r e s t r a i n  P l -1  
I z r o v t h  by a b o u t  1: p e r c e n t a g e  p o i n t s  o v e r  t h e  y e a r  r a t h e r  t h a n  the 3 
p e r c e n t a g e  p o i n i s  o r i g i n a l l y  e s t i m a t e d  l a s t  F e b r u a r y .  
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i i i i '  s h . ~ r p l : ;  d i . c e l c r a t c d  ~:?o.xtI> r a t e s  i n  t h e  f o u r t h  qua r t e r - - shown  

i n  tllc 1 c f i  pane1 .of t h o  t a b l e - - n e e d e d  i f  t h e  m i d p o i n t s  o f  t h e  l o n g e r - r u n  

t a i - g e t s  n r e  t o  bc  h i t  b y  tlic end  o f  t h e  y e a r  would ~ p p c a r  t o  r e q u i r e  a 

v e r y  s ! i ~ r p  r i s c  i n  i n t e r e s t  r a t e s  a n d / o r  a c o n s i d e r a b l y  a weaker  economy 

t h a a  i s  ci:rrc,nLly b c i q :  p r o j c c t c d .  F o u r t h  q u a r t e r  r a t e s  o f  g r o u t h  i n  

t i i f  rif;ht p a n c l  wcrc i n : p l i c i t  i n  t h e  a l t e r n a t i v e  B b luebook  p a t h  p r e s e n t e d  to 

t h e  C o m ! i t t c e  a t  t h e  n id-SentcmSer  m e e t i n g .  l hese  g rowth  r a t e s  would ,  when 

t h e  y e a r  i s  o v e r ,  p u t  P I - 1  a t  tlic i rppf r  end o f  i t s  l o n g e r - r u n  r a n g e  and 

>:-I a n d  . ? - ?  i n  t i i t .  i:pp:r l ls i .~ .cs  o f  the i r  ranges.l' '!he s:aff e x p e c t e d  

1 i l  .! : :: , i .. ! , : I ) t  !>,: a t t ; i i : : ~ , d  zit!! l i t t i c ,  or no,  f u r t h e r  

i~p:.'zrc! p r r s :< i i r c  on ::'one:; n a r k c . t  r a t e s - - a s s u m i n g  t h 3 t  g rowth  i n  nominal  

G::? i s  a 1  lc3; t  a s  ~ ~ 2 1 . :  a s  3 7 :  p e r c e n t  a n n u a l  r a t e  i n  t h e  f o u r t h  q u j r t e r  

oi t l i c ,  c ; l h  b i i i l t  up i n  r e c e n t  n o n t h s  i s  s h i f t e d  i n t o  o t h e r  

i i n z n c i d l  J S S C ~ ~ .  i l f  c o u r s c ,  t h a t  r c s u l t  i s  by no  means a s s u r e d ,  a n d  

recent e:-:;>i'ricncc h n s  becn  i o r  b o t h  r.oncy growth  and i n t e r e s t  r a t e s  t o  

. < t a f f  p r o j e c t i o n s .  

i n  v i f x  01 t i i c  u n c c r t a i n t i e s  i n  i n t e r e s t  r a t e  f o r e c a s t s ,  i n  

~ s t i - 3 t i " :  of noc:in:ti G:;P, 2nd  i n  a s s e s s i n g  tlie b e h a v i o r  o f  money demand, 

i i c  beliC2ve t h a t  tlic C o : r x i t t c e  migh t  h a v e  g r e a t e r  a s s u r a n c e  o f  a c h i e v i n g  

r o n c t a r y  g rowth  r a c e s  o v e r  t h e  n c s t  few months  c o n s i s t e n t  w i t h  i t s  l o n g e r -  

r u n  t a r g e t s  i f  t i ic  Ucsk moved t o  a n  o p e n  m a r k e t  o p e r a t i n g  t e c h n i q u e  t h a t  

p l a c e d  iiiorc c! i iphasis  on f n c t o r s  d i r e c t l y  i n f l u e n c i n g  the s u p p l v  of money. 

Thus,  t l ic  p r o c e d u r e  i.:e will d e s c r i b e  i n  t h e  next  s e c t i o n  i s  b a s e d  on 

s u p p l y i n g  an amount o f  mone ta ry  b a s e  and bank r e s c r v e s  d e s i g n e d  t o  be  

c o n s i s t e n t  w i t h  t he  C o n n i t t e e ' s  c h o i c e  of a g g r e g a t e s .  

- 11 I t  appe<#L~s  u n l i k e l y  t h a t  bJnk  c r e d i t  c o u l d  i n  p r a c t i c e  grow s l o w l y  
enough i n  t h e  f o u r t h  q u a r t e r  t o  f a l l  w i t h i n  i t s  r a n g e  fo r  t h e  y e a r .  
To r e n c h  t h e  u p p e r  l i m i t ,  q u a r t e r l y  a v e r a g e  g rowth  in t h e  f o u r t h  
q u a r t e r  i.:ould h z v e  t o  b e  a l i t t l e  l e s s  t h a n  4 p e r c e n t .  
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c~!; o f  c!rscrii>i:i!: t l ie  reserve o p e r a t i n g  p r o c e d u r e ,  w e  

ha>:<: ~ a k ~ . t i  n rcserv i :  paiii c o n s i s t c n :  w i t i r  l i m i t i n g  growth  i n  t h e  a g g r e g a t e s  

t o  r3:i-s c l o s z  to>i io: ic  i n  t h e  r i g h t  hand p a n e l  of t h e  t a b l e  o n  page  3 .  

On i l l ?  a s s u r . p t i o n  t i i 3 t  t h e r e  i s  e q u a l  l i k e l i h o o d  o f  e x c e e d i n g  o r  f a l l i n g  

short o f  r o n r y  s i i i )p ly  o ’ o j c ~ c t i v e s - - b e c a u s e  of  s l i p p a g e s  t o  be  d i s c u s s e d  

Sclo. . i - - t i ic  i 1 l l : s t r ~ t ~ d  r c s c r v c  pail1 d o e s  c o n t a i n  some r i s k  t h a t  some 

a g f ; r e g ~ t c <  ;orild c:.:cced t a r j ; c i ,  p a r c i c u l a r l y  :.1-2 which i s  t a r g e t e d  a t  

t h c  t o p  o f  i t s  l o n x c r - r u n  rany,e i n  i ~ n y  e l .ent .  Ilic C o r m i t t e e  c o u l d  

m i n i T i z e  sucli r i s k s ,  i f  i t  xis! ied,  by c h o o s i n g ,  s a y ,  a p a t h  be tween t h o s e  

i n  tile L:.:o ;,:incls o i  Liic t 3 b I c .  

... 
~ ! i c  i i r s t  column o i  t l ie  t a b l e  be lo * .  shows t h c  d e c e l e r a t i o n  i n  

jiro:;ch o i  t h e  : : o n c t ~ r y  b a s e  rind to:31 r e s e r v e s  be tween now and yea r -end  

pr~scntl:,. estin::itcd 3 s  n e c d c d  t o  r e s t r a i n  growth  i n  money t o  t h e  dimen- 

s i o n s  i n i i i c a t c d  i n  ti;c r i g i i t  p 3 n c l  o i  t h e  p r e c e d i n g  table.’’ Rates  o f  

ir iir .,.~,? ~ ~ . s e  l o r  pr i . ccd ing  moniiis 3 r c  a l s o  s!iovn i n  a d j a c e n t  columns.  

S e p t .  t o  J u l i e  t o  P h r c h  t o  Dec. t o  
Dcc. S e p t .  J u n e  ?!a KCh 

T o t a l  n o n c i r ; r y  ba-,c 8.0 12.5 4 . 7  4 . 2  

T o t a l  r c s c r v e s  7 .O 11.1 -3.9 -4.4 

is5 n o i e d  zbo\.e, sucl i  a reserYe p a t h  be tween  n o w  and  y e a r - e n d  i s  

d e s i g n e d  t o  l e a d  t o  p o s - t h  i n  money s u p p l y  a g g r e g a t e s  oVer t h e  y e a r  w i t h i n  

- I /  On a q u n r t c r l y  a v e r a g e  b a s i s  t h o u g h ,  f o u r t h  q u a r t e r  growth i n  t h e s e  
r e s e r \ ’ e  a g g r c g 3 t e s  w o u l d  p r o b a b l y  b e  h i g h e r  t h a n  i n  t h e  t h i r d  q u a r t e r  
in vie..; o f  t h e  v e r y  h i g h  levels r e a c h e d  by  t h e  end o f  t h e  t h i r d  q u a r t e r .  
?lie b a s e  and t o t a l  r e s e r v e s  would i n c r e a s e  10 and 9 p e r c e n t ,  r e s p e c t i v e l y ,  
on ii q t i ~ r t c r l y  a v e r a g e  b a s i s  i n  tile f o u r t h  q u a r t e r ,  a s  compared w i t h  
groi;tli r a t e s  of 9 . 7  and 6 . 2  p e r c e n t ,  r e s p e c t i v e l y ,  i n  t h e  t h i r d .  
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t h e  i:e:,:C's iarg:c:trd r n i : ~ ~ ,  ' ou t  vcll i n t o  tiic uppcr h a l f  of thosc  r a n g e s .  

Ilox:c~:cr, bcc3usc of v a r i o u s  s l i p p a g c s ,  any  r c s c r v c  p a t h  t h e  Committee 

c s t a b l i s h c s  csii,  of  c o u r s c ,  l c a d  t o  Growth i n  t h c  m n c t a r y  a g g r c g a t c s  

d i  f f c r c n t  from c:.:pcc t a t i o n s .  

Tlicre a r c  L i i o  chic:  s o u r c c s  of s l i p p a g e .  F i r s t ,  t h e r e  i s  a lways  

thc clinncc t h a t  v a r i a b i l i t y  in t h c  n u l t i p l i c r  r c l a t i o n s h i p  betwccn r c s c r v c s  

a n d  nonc] cou ld  lcrid t o  n o r e  ( o r  l c s s )  m n c y  growth t h a n  cx:,cctcd--though. 

i f  the p ~ i h  i s  adhc rcd  t o ,  a n  c s c c s s  growth i n  onc  v a r i a b l e  such  a s  ?1-2, 

o r  13aak c r e d i t ,  n i g h t  b c  o f f s e t  by s low growth i n  a n o t l i c r  v a r i a b l e ,  such  

a s  X-1. Sr.cond, s1 ippa~ :c  cou ld  occur  b c c a u s c  n o r c  (o r  l c s s )  t o t a l  

r c s c r g c s  a n ?  supplied r - c l a t i s c  t o  p a t h  citlicr bccausc  o f  c n l a r g e d  ( o r  

r c d u c c d j  riez'ocr bn?:.k b o r r o x i n g  o r  b c c a u s c  of s i z a b l c  ( o r  s m a l l )  r e s e n e  

2 r o v i s i o n  of nonborroi.ied r c s c r v c s  by tlic Dcsk causcd b y ,  s a y ,  a F e d e r a l  

i u n d s  ';ate c o z s t r a i n t  o r  1 a r g c  uncspcc tcd  movcncnts i n  rcscrvc f a c t o r s .  

Ezcause of t!icsc r i s k s ,  i t  v o u l d  b c  c:.:pcctd t h a t  t h e  b a s i c  

rcsc:-vc or r m n c t a r y  b a s e  p 3 t h  would b c  r c a s s c s s c d  a t  c a c h  m e e t i n g  of the  

FO:.:C a l o n g  v i t h  tiic c o n s t r a i n t s  p l accd  on Dcsk o p e r a t i o n s  i n  r e l a t i o n  t o  

th3: p a t h .  

To g u i d c  Dcsk o p e r a t i o n s  i n  t l ie i n t c r n c c t i n g  p e r i o d ,  the  Desk 

would be p r o s i d c d  w i t h  c s t i r a t c s  f o r  the  b a s c  and  t o t a l  rcscrvcs ovcr 

t h a t  p e r i o d  c o n s i s t c n t  v i t l i  thc FOTlC's l o n g e r - r u n  p a t h .  In c u r r c n t  

c i r c u n s t a n c c s ,  onc such pat11 f o r  tlie monetary base  w o u l d  b e  thc 8 p e r -  

c e n t  a n n u a l  r a t e  o f  i n c r c a s c  ( s e a s o n a l l y  a d j u s t e d )  noted e a r l i e r  f o r  

t h e  p e r i o d  from S c p t c n b c r  t o  Dcccmbcr. Ilowcvcr, t h c  T r a d i n g  Dcsk o p e r a t e s  

on, and c o n t r o l s  d i r c c t l y ,  , o n l y  t h e  nonborrowcd components of t h e s e  a g g r c g a t e s .  

T h u s ,  t h c  Desk would  b c  o p e r a t i n g  t h r o u g h  nonborrowcd r c s c r v c s ,  and a n  

i n i t i a l  p a t h  f o r  such  r c s c r v c s  would bc p rov ided  a s  a s t a r t i n g  p o i n t .  A s  



- 7 -  

t i ie  i n t c r n t ~ c t i n g  iici-ioJ p r o c c c d c d ,  ti,oiiGii, t h e  f a m i l y  o f  measures-- 

t o  t 3 i  bn<:c,  t o t , ? ]  r c 7 t  r v e i ,  a n d  nonSurrowcd r c s c r v c s - - u o u l d  p r o v i d e  t h e  Desk 

xiti1 f l c > : i I ) i l i t : ;  10 n l l o i ;  f o r  s a c h  f a c t o r s  a s  csogenoi ls  s h i f t s  i n  t h e  demand 

l o t  5el-r(:...:in::, c i i s n : : ~ ~  i n  c u r r e n c y  Ciows and o t h e r  e l c m r n t s  s f f e c t i n g  n ~ u i t i p i i e r  

rc l J t i@!i , ; ! : ips ,  or : ; i i s rp  c x p ~ n . ~ i o n  o r  c o n t r j c t i o n  i n  demands f o r  nloney and  c r e d i t  

, 

T I I ~  I - C S C L Y ~  c s t i m t c s  f o r  tilc i n t c r m c c t i n g  o p e r a t i n g  p e r i o d  

v o u l d  a l l o : ~  for nox.?l  s c a s o n n l  movements i n  d e p o s i t s ,  would r e f l e c t  t h e  

t r c n d  r a t e  of g rov t l i  i i r p l i c i t  in the  C o n m i t t c c ' s  reserve t a r g e t ,  and ,  t o  

tile c:.::cnt t h a t  t h e r e  :i3s a c l c s r  reason t o  d o  so ,  3 l l o w  f o r  w e e k l y  o r  

mo:1till!; d e p o s i t  x .nr ia t io i i5  a r o u n d  t h c  t r c n d .  W i t 1 1  s u c h  a l l o ; j a n c c s ,  a 

sensonal l?? .  i i n3d jus t cd  l c v c l  of t h e  t o t 3 1  n o n c t a r y  b3sc would b e  con-  

s t r u c t e d  i o r  t b e  i n t e r m e t i n g  p e r i o d ,  3 s  wel l  3s mcasurcs  of t o t a l  

rererve ( t h e  d i f f e r c n c c  r q i - c s e n t i n g  e s t i m t c d  c u r s c n c y  h o l d i n g s  o u t s i d e  

) a:iJ noi!i>or::wwd r c s c r c s .  

:: : , , P L ! , ~ \ J  i i , l -  :<,.,.11 ip;., tilt i c ~ > . r l  u f  iiunborroi.>cd rCsci\ 'cs wauld 

b c  t o  t a k e  ~ i i c  zver3>:c l e v e l  01 b o r r o w i n g  i n  r e c e n t  wecks and  s u b t r a c t  

t h c x  f r o m  t o t a l  r c s c r v c s .  O r  t h e  Conr. ; i t tee  c o u l d  t 3 k c  a d i f f c r f n t  l e v e l  

- -c iLI lc r  ili!;l,cr or lower - -depe i id ing  i n  p a r t  on w h e t h e r  i t  

w i s h e s  t o  t i l t  n o ; ~ c y  m r k e t  c o n d i t i o n s  toward t i g h t n e s s  or e a s e  in t h e  

p e r i o d  a l icad .  i i l ic t i lcr  money m r k c t  i n t e r e s t  r a t e s  would t e n d  t o  r i s e ,  

o r  rise nore t l i3n t i lcy o t ! ,c rwise  w o u l d ,  t i i cn  d e p e n d s  on w h e t h e r  t h e  

d c m n d  f o r  t h c  t o t a l  n o n e t a r y  b a s e  o r  t o t a l  r e s e r v e s  wcrc strolig r e l a t i v e  

t o  tiic FO:.IC's p 3 t h .  

banks  b o r r o w i n g  would t e n d  t o  r i s e  a s  t h e  Desk a d h e r e d  t o  t h e  i n i t i a l  

p 3 t h  l e v e l  nonborrowed r e se rves .  C o n v e r s e l y ,  i f  demands were weak,  t h e  

funds  r a t e ,  a n d  t h e  l c v e l  of member b a n k  b o r r o w i n g ,  would t e n d  t o  

d e c l i n e .  

I f  s t r o n g ,  t h e  f u n d s  r a t e  and  t h e  l e v e l  of member 
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u r c s  on banks  a s r o c i a t c d  w i t l i  t h e  r i s c  i n  borrowing 

I.:CIC nd)t s u f f i c i e n t  L o  bcgin r c d u c i n z  t h e  d e m n d  fo r  tlie t o t a l  b a s e  o r  

t o t 3 1  reserves ovc'r t i le opc raL ing  p e r i o d  toward rhe d e s i r c d  l c v e l ,  t h e  

Desk migilt 3 t  t h a t  p o i n t  mike a n  a l l o w a n c e  f o r  t h e  e n l a r g e d  amount o f  borrowed 

r i S r s \ ' E I :  :?:iJ t.?ki. 3 c i i e n  i o  lo..wr nonbosrowcd r e s e r v e s  below t h e  i n i t i a l  p a t h  

l c v f l ,  proir idcd t l i c r c  va:; roo3  t o  d o  s o  i c i t h i n  a n y  F e d e r a l  f u n d s  r a t e  

c o n s t r a i : i t  t h a t  :!ic C i x x i t t c c  r . i g h t  w i s h  t o  inpose .  S y m e t r i c a l  r e a s o n -  

i r , ~  would sugj ics t  f l e z i b i l i t y  f o r  r a i s i n g  nonborrowed r e s e r v e s  above t h e  

i n i t i a l  path i f  tlie t o t a l  b a s e  and t o t a l  reservcs were s i g n i f i c a n t l y  weaker 

t h a n  tlic C o r n i t t e e  x.:i:;lied--again to t h e  e x t e n t  p e r m i t t e d  by a F e d e r a l  f u n d s  

rate cCn: . i r ; l i n t .  

T h e  Co; :3i t tce  would c l e a r l y  have t h e  o p t i o n  o f  " b i a s i n g "  t h e  

r e s u l t  :o::ard rioney r:mrket t i z l i t n e s s  o r  c a s e  t h rough  i t s  d c c i s i o n  on 

: ! ic  grobxii p a t h  of tile n o n c t n r y  base  o r  t o t a l  r c s e r v c s .  Fo r  esample, i f  

t i i t  Corxi ' . tec c110:~c t o  r educe  the g rov t i i  i n  r e s e w e s  more s u b s t a n t i a l l y ,  

o r  nore q c i c k l y ,  tiian i s  impl i ed  by the  8 p c r c e n t  S e p t c n b e r  t o  Decenber 

t o t a l  base  growth p a t h ,  tlic i n i t i a l  nonborrowed resfrise p a t h  f o r  a n  i n t e r -  

n c c t i n g  p e r i o d  dei-i.:cd by  s u b t r a c t i n g  t h e  r c c c n t  l c v e l  of b o r r o v i n g  would 

b e  lo.,-cred. C u L  nr, t h c :  Desk adhered to t h i s  p a t h ,  a r i s c  i n  ttic l e v e l  

of  borroving; a n d  i n  noney m i r k e t  r a t e s  would a l m o s t  i m c d i a t c l y  o c c u r ,  

assuming tl ic C o x i i t t c c ' s  t o t 3 1  r e s e r v e  pati1 was s l o w e r  t h a n  n u r k e t  

clcmnd f o r  resci-vcs a t  p r e - e x i s t i n g  i n t c r e s t  r a t e s .  

r. Lhcrc ~, ,ould be o t h e r ,  morc t c c l i n i c a l  r e a s o n s  f o r  a d j u s t m e n t s  i n  

the i n i t i a l  ~:onborro:ied p a t h  between C o n n i t t e e  m c e t i n g s .  A change i n  t h e  

d i s c o u n t  r a t e  would a l t e r  the r e l a t i o n s h i p  between t h a t  r a t e  and market  



r:itc!Tr a n d  t i l c reby  cIi3n~;e t h e  d e m n d  f o r  bo r rowing  f o r  a n y  g i v e n  l e v e l  

of t o t 3 1  reserves. 

l o a n  p r o c c d u r e s  would c l e a r l y  n e c e s s i t a t e  o f f s e t t i n g  a d j u s t m e n t s  i n  

nonborro::cd r e s e n e ! ; .  F i n a l l y ,  changes  i n  d e p o s i t  n ix  o r  c u r r e n c y  f rom 

e: . :pectat ions r:if;ht 1 -equ i r c  a d j u s t m e n t s  i n  reserve t a r g e t s  be tween meet - 

i n s "  b a s d  en a n  undci-::tnmlir.g of t h e  Committee's v i e w s  a b o u t  b e h a v i o r  

of Bey m n c t a r y  n g g r c g a t e s .  

b e t m e n  Kioncy, bank c r e d i t ,  and rcscrvcs x ~ o u l d  g e n e r a l l y  be r e a s s e s s e d  

Or a n  e x p a n s i o n  of menber bo r rowing  u n d e r  emergency 

- 11 
I n  a n y  e v e n t ,  t h e  m u l t i p l i e r  r e l a t i o n s h i p  

.?t. t i > < ,  1 i -  :... i.!. (-.?c]: :..,~,,.:.i:l.,,. 

I /  l o r  i--' , t . , L , - ~ : ~ r ~ ' ~  : ! : $ .  : ! t i l t i ; > !  i c ~ , , -  r e l n t i o n s i i i p  in tile r i n l r t h  q u a r t e r  be tween  - 
r c  :: " i .I:. . i ,, ' :, : , ,1- i l l  L ! : X  t,35lL' on p.7j.t~ 5 a n d  Lhc ::ioii<~y s u p p l y  assumes :  
,::rc-,::Ii in ct:t.i-~.;ic' .- I i c l i !  o i i t  s i d e  m c ~ i ! > ~ . r  h ;~nks  a~ 3 r n i c  S 0 : n e ~ ~ h a t  be low 
i t s  t i i i r d  q u a r i c r  p 3 c c ;  a d e p o s i t  n ix  c o n s i s t e n t  i c i t l i  r e c e n t  p a t t e r n s ,  
i n c l u d i n g  c o n t i n l i e d  grnwtii oi large C D ' s  3 t  a m o d e r a t e  r a t e ;  and a v e r a g e  
E:.:CESC rc*svr\z'c l>olcling:s b y   bani.:^ f o r  t h a t  p e r i o d  o f  y e a r .  Given t h o s e  
e s t i n : a t ( ' s ,  nn ui ie? :pcc tcd ,  s h a r p  d e c l i n e  i n  o u t s t a n d i n g  C D ' s  would r e l e a s e  
ri~.c.erv('s t h i i i  c o i ~ l d  be  u s e d  i O K  e x c e s s i v e  money s u p p l y  e x p 3 n s i o n  u n l e s s  
t h c  I l e s k  i i c r c  a b l c  t o  a b s o r b  t h e s e  r e s e r v e s ;  d o i n g  so c o u l d  well r e q u i r e  
n lo%:ering o i  thc: nonborrowed r e s c r v c  t a r g e t .  On t h e  o t h e r  h a n d ,  3 

s h a r p  r i s e  i n  CD's c o u l d  a b s o r b  r e s e r v e s  and r e t a r d  money expJnSiOn. 
l.2ietlicr t h e  Con:ai t t e e  would h ' ish  t o  have  t h e  Desk p r o v i d e  more non- 
borror.:cd unde r  t h e  l a t t e r  c i r c u m s t a n c e s  would  depend on  t h e  e x t e n t  t o  
x .4~ ic l i  i t  i i i s h c d  t o  use t h e  reserve  b a s e  a s  a means of  c o n s t r a i n i n g  bank 
c I- cd i L I: I~V...: t t i  . 
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s h o r t - r u n  changes whose consequences canno t  be  f o r e s e e n  a t  t h i s  t i m e  

( b e f o r e  w e  have had any e x p e r i e n c e  w i t h  such a r e s e r v e  o p e r a t i n g  t e c h n i q u e ) .  

However, t h e r e  would be no  pu rpose  i n  moving t o  a r e s e r v e  t a r g e t  

o p e r a t i n g  procedure i f  t h e  i n t e r m e e t i n g  F e d e r a l  funds r a t e  c o n s t r a i n t  

were narrow,  o r  i f  t h e  r a t e  were not f r e e  to f l u c t u a t e  o v e r  a f a i r l y  

w i d e  r a n g e  on a day-to-day or week-to-week b a s i s .  

t h e  r ange  of v a r i a t i o n  be  a t  l e a s t  3 o r  5 p e r c e n t a g e  p o i n t s ,  wi th  even 

w i d e r  v a r i a t i o n  p o s s i b l e  w i t h i n  a day ( a s  o c c u r s  now on c e r t a i n  d a y s ,  

s u c h  as  t h e  l a s t  day  of  s t a t e m e n t  weeks).  

a lways  o p e r a t e  w i t h i n  t h e  c o n s t r a i n t  o f  a v o i d i n g  d i s o r d e r l y  market 

c o n d i t i o n s .  

We would s u g g e s t  t h a t  

Of c o u r s e ,  t h e  Desk would 



' i h c  Dc ib , ' . ~  o L j i . c t i v c  u n d e r  c h e  approach  e n v i s a g e d  h e r e  would b e  

to  o!>c.rntc on 3 ' ' i ~ m i  I ? "  oC r w n c t a r y  b a s e  and r e s e r v e  t a r g e t s .  I n  t h e  

s ~ n . s e  o f  nr i  i F : x d i . i L k x  o1,jccti i .e o i  d a y - t o - d a y  Desk a c t i o n  t h e  f o c u s  

~ . e u ! d  b r  c:i no:.borro.;~.J i-c'sc?r'r'cs, b u t  ovcr  the  c o u r s e  of  a n  i n t e r m f e t i n g  

period t ! i c r ?  ~ . < , ~ i i l d  n l c n  bc ,in e f f o r t  L O  r c a c h ,  or move toh'ard, t h e  p a t h s  

for c o t 3 1  . -L fnc ' t : i r?  l 3 . i ~ ~  rind t o t a l  r c s c r v e s ,  making needed  i n t e r i m  a d j u s t -  

a c n t s  i:i : i v  s ! i o r t - r , i n  n o n b o r r o x e d  r c s c r \ ' c  o b j c c t i v c .  

~ : .  , . I .  .. - 1 i i i x  ; > c > i ! . , L  f o r  o/,cii ~ ~ ~ : i i - k c t  operations voi i ld  b c  t h e  

:'I$. , :  !..:..i < . :  : ,  , . ,  :.", .! r , . t : : , t ~ s  t r '  lir ; i t r 3 in r .d  O\:,,I~ tiic i n t t ~ r m c e t i n g  

p e r i o d ,  t o " r . t  r.:i::: c s t i r a t c s  of xcc ; r ly  p3tl l  l e v e l s  f u r  tiicse a g g r e g a t e s  

t..,.:: i ! , ,  . i . i  i i ' i !  n:'cr.i):e ( a 1  1 c ( '3s i i : -a l  1'; ;inni! j i : s L e d ) .  hs 

d r ? c i - i b r ~ !  c:i 1-1 i ,':- . 1 '  j > : ; t ! i  l c v c l s  i r r  ;Xi: a r c  d c r i v c d  h:: s r . a r t i n g  w i t h  

t!ie to:;il z:mc:ar:.' b3sc pa:!i c o n s i s t e n t  w i t h  d e s i r e d  p e r f o r m n c e  of t h e  

x ~ : r c p : c s ,  r:u!>ti-actini: c u r r c n c y  outs:andi.ng, and  Liien s u b t r a c t i n g  a n  

3ss;ned l c v c l  of  I oi-l-cT.ginj:s. 

Tile t a b l e  b e l o w  s1ioi:s s u c h  c s t i m t c s .  It u s e s  t h e  r e c e n t  l e v e l  

o i  borro;din:; i n  dcr iv in! :  Lhe ::IjR p a t h ,  b u t  t h e  C o n n i t t c e  c o u l d ,  o f  c o u r s e ,  

clioose a d i i i c r e i i :  i n i t i a l  b o r r o w i n g  a s s u n p t i o n  s i iou ld  i t  w i s h .  A h i g h  

borrowin:; l e v e l  h.suld t e n d  t o  t i g i i t e n  xoncy  mrker  c o n d i t i o n s  r e l a t i v e  

t o  c u r r e n t  c o n d i t i o n s ,  and  3 l ower  l e v e l  would t e n d  to c a s e  them. The 

c l io icc  i:oi:ld depc: id ,  i n  p a r t ,  on whe the r  t h e  C o m i t t e e  wi shed  t o  tilt 

t h e  t h r u s t  o f  o p c i - a t i o n s  morc t o r ~ a r c !  t i g h t n e s s  or toward e a s e  of money 

mrjtft c o n d i t i o n s  ovcr t h e  o p c r a t i n g  p e r i o d .  
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Averace L e v e l  
~ 

f o r  I n t e r m e e t i n g  Week Week Week Week 
4 - 3 - 2 __ 1 - P e r i o d  

D e s i r e d  Total 
Reserve P a t h  40 .25  4 0 . 1  40 .2  40.3 40.4 

Assumed Hember 
Bank Borrowing  1 . 2  1 .2  1 . 2  1 . 2  1 . 2  

I n i t i a l  f iEC P a t h  39 .05  35 .9  3 9 . 0  3 9 . 1  39.2 . 
-. 

I n  c a r r y i n g  o u t  i t s  o p e r a t i o n s ,  t h e  Dcsk of c o u r s e  would  also 

h a v e  p r o j e c t i o n s  of  !:El? for c ~ c h  week o f  t h e  i n t e r m e e t i n g  p e r i o d  based  

on e x p e c t e d  b e h a v i o r  of r ra rke t  f a c t o r s  a f f e c t i n g  t h e  s u p p l v  o f  NBR, such  

a s  f l o a t ,  T r e a s u r y  b a l a n c e s ,  c u r r e n c y ,  e tc .  I n  a d d i t i o n ,  t o  a i d  t h e  

Desk i n  g a u g i n g  t h e  t i s i n g  of i t s  r e s e r v e  o p e r a t i o n s ,  i t  would b e  pro-  

v i d e d  v i t h  weel i ly  p r o j e c t i o n s  o f  t h e  l i k e l y  decwnd f o r  t o t a l  reserves 

a t  c u r r e n t  i n t e r e s t  r a c c s .  Siippose t h e s e  d e m n d s  a r e  r u n n i n g  h i g h  

b c c 3 u s e  cioncy d c m n d  ( a d  Iieiice banks  ' demand for r c q i i i r e d  r e s e r v e s )  

i s  r u n n i n g  s t r o n g .  Such p r o j c c t i o n s  a r e  slioim b e l o w  i n  e o n p a r i s o n  w i t h  

t h e  d e s i r e d  p a t h .  

:iverage Level 
f o r  I n t e r n e e r i n g  Veck i.Teek Week Week 

4 - 3 - 2 
I_ 

1 __ T r r i o d  
Demand f o r  

T o t a l  PLeserves  $0.55 4 0 . 2  40 .5  4 0 . 7  4 0 . 8  

D e s i r e d  T o t a l  
Reserve  PaLh (10.25 4 P . 1  40.2 4 0 . 3  40.4 

Anount Dcr-?nded 
Above P a t h  . 3  .1 . 3  .4 . 4  



l r ' i t i t  more deimnd f o r  t o t a l  reserves t h a n  tlie Committee w i s h e s  

t o  see  s u p p l i e d  menher baxk bo r rowing  w i l l  have  t o  r i s e .  

i f  t i l e  Desk r eached  the fo~.ir-veek a v e r a g e  nonborroved  l e v e l  o f  33.05  

shoim i n  t l le  t o p  t a b l e  on p. 1 1 ,  bo r rowing  XJoiild r i s e  by $ 3 0 0  m i l l i o n  t o  a n  

a v e r a g e  l e v e l  of  $1.5 b i l l i o r i  over  t h e  p e r i o d  and  t h e  f u n d s  r a t e  would 

r i s e  by, s a y ,  50-75 b a s i s  p o i x t s .  .Such a t i g h t e n i n g  of  t h e  money marke t  

may n o t  b e  s u f f i c i e n t .  however, t o  cuke  s i g n i f i c a n t  p r o g r e s s  i n  b r i n g i n g  

t o t a l  r e s e r v e s  toward i t s  d e s i r e d  p a t h .  Tile Desk may, t h e r e f o r e ,  t a k e  

a c t i o n  t o  r e d u c e  NER be low p a t h  so l o n g  a s  i t  was p o s s i b l e  w i t h i n  a n y  

Fede ra l  f u n d s  r a t e  c o : i s t r a i n t  a d o p t e d  b:: t!le C o r m i t t e e .  

I n  t h i s  example ,  

. 

._ 

Assuming t h e  Desk d i d  i n  f a c t  r e d u c e  ITBR b e l o w  t h e  p a t h  unde r  

t h e  c i r c u m s t a n c e s ,  the  r e s u l t s  a f t e r  t h e  four -week p e r i o d  was o v e r  might  

be a s  i n  t h e  t a b l e  be low ( a c t u a l  results a r c  u n d e r l i n e d ) :  

. .  . . .~ :.. . :, 

1 
~ 

f Jo .2  

40.1 

40.2 

33.9 

38.5  

- 

- 

1 . S  - 

40 .5  40.7 40.8 

40.2 40 .3  40 .4  

40 .4 40.6 40.5 

39.0 3 9 . 1  33.2 

39.1 39.3  38.6 

- - - 

- - - 
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Viti iout n i t c n p t i i i g  t o  t r a c c  s p e c i f i c  Desk o p e r a t i o n s  over  t h e  

course of t h e  p c r i b d ,  the u c t u 3 l  t o t a l  reserves came i n  $180 m i l l i o n  

on a v e r a g e  above tile d e s i r e d  p a t h ,  wlii lc nonborrowed was $200 m i l l i o n  

on a v e r a g e  bcIow i t s  i n i t i a l  p a t h .  flowcvcr, a s  t h e  month progressed  

a c t u a l  t o t 3 1  r c s c r v c s  novcd back toward tlic d e s i r e d  l e v e l ,  p a r t l y  i n  

r e s p o n s e  t o  p r e s s u r c  pu t  on by t h e  Desk a s  i t  movcd NBR e a r l y  in t h e  

p e r i o d  t o  a t r a c k  t h a t  m s  below pat l i  and f o r c e d  mcmbcr banks t o  increase  

bOrrOiJ ings  t o  o b t a i n  nccdcd r c s c r v c s .  Borrowings r o s e  t o  $1.8 and $1.9 

b i l l i o n  i n  tlie f i r s t  two cjer:ks. By t h e  end of  the per iod  borrowing had 

dropped back t o  $1.1 b i l ~ l i o n  a s  t - o t a l  r c s e r v c s  were moving back t o  p a t h  

and a s  mo;iey gro;,.tli s c e x d  t o  be moderatiii:;. 

* 

T i l e  fc,x~p!:niTl!: i 1 lii:;Lratio:, i l r g 1 i . c ~ ~  a nimhcr of o t l ic r  t e c h n i c a l  

p o i n t s  t t i a t  m i g l i t  a r i s c :  in p r a c t i c e .  

t h e  " s l i p p a g e "  duc to v a r i a t i o n s  i n  i!,c m u l t i p l i c r  r e l a t i o n s h i p  between 

r c s e r ~ c s  a n d  mo11c~~--~.1cre r e f c r r c d  t o  c o r l i c r  i n  t h i s  memorandum. 

cecl i i l ic-1 p o i n t s  t!lat t!ic Dcsk r ~ ~ o u l d  have to k c c p  i n  mind would r e l a t e  

t o  s u c h  m t t c r s  a s  sudden b u l g c s  in e x c e s s  re5ervfs a t  t h e  end of a s t a t e -  

ment IICCI:, wli icl~ a p p e a r  t oo  l e t c  t o  be  removed by Desk action and  which can- 

not be c a r r i e d  OVCT to aiintl ier veck .  

gro"tI1, i t  silould n o t  b c  n e c e s s a r y  t o  remove them i n  r e a c h i n g  t a r g e t  reserve 

~ c v c l s .  

S e v e r a l  of t h e s e  p o i n t s - - s u c h  a s  

A d d i t i o n a l  

S i n c e  such c x c e s s e s  cannot  s u p p o r t  deposit 

A ~ ~ o t l ~ e r  p o i n t  t o  kecp i.n mirid i s  tlic p o s s i b i l i t y  of s i t u a t i o n s  l i k e  a 
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C < ~ I : ~ ~ I L L . I -  !~vr,! lkdi~!:: : ,  :I/ L IB , ,  !.(,<I or n t  :I major r u n r y  mark<,f  b a n k ,  t h a t  

cariscs n s r iddcn  rcs['i-vc> sl ior ta i :c t h a t  i s  t e n i p o r a r i l y  accommodated a t  

t h e  d i s c u r i n t  wintloir .  Siich b o r r o v i n ~ : ,  t h o u g h ,  v o u l d  have d i f f e r e n t  

s i g n i f i c n n c c  from the  box-rowing t h 3 t  a r i s e s  b e c J u s e  t h e  Desk i s  

d e l i b e r a t e l y  h o l d i n ! !  b a c k  on t h e  p r o v i s i o n  o f  n o n b o r r o v e d  r e se rves .  

These w o u l d  b e  amon$ t h v  r e a s o n s  - t h a t  t h e  ncsk  vould t e n d  t o  t a k e  g u i d a n c e  

froT a "Ta-n i iy7 '  of p i? i ! i~  Tor t o t a l  m o n c t n r y  b a s e ,  t o t a l  reserves, and 

nonhor rowrd  rcscrves--as :.;r, l I n s  f o l l o w i n g  t h c  Committee's F e d e r a l  f u n d s  

c o n s t r ~ i n t s - - r n t l i ~ r  i .hnn  scc!; inj :  r i g i d  .idIrcrcnc.c L O  n s i n g l e  nonborrowed 

o r  o t h c r  resi-,rvc t a r ~ e t .  

. 




